
DEPARTMENT OF HEALTH & HUMAN SERVICES Offlceof Inspector General 

Washington, D.C. 20201 

AUG - 8 2005 
TO: Dennis G. Smith 

Director. Center for Medicaid and State Overations 
Centers for Medicare & Medicaid Services 

FROM: 
~ e ~ ; t ~inspector General for Audit Services 

SUBJECT: Audit of California's Medicaid Payments for State-Employed Skilled Professional 
Medical Personnel for the Period October 1,2002, through September 30,2003 
(A-09-04-00049) 

Attached is an advance copy of our final report on Medicaid payments made by the California 
Department of Health Services (California) for skilled professional medical personnel. We will 
issue this report to California within 5 business days. 

We conducted this audit as part of a nationwide review, requested by the Centers for Medicare 
& Medicaid Services (CMS), of States that claimed Federal Medicaid funding at the enhanced 
matching rate of 75 percent (the enhanced rate) for skilled professional medical personnel. 

Our objective was to determine whether California properly claimed Federal Medicaid funding at 
the enhanced rate for skilled professional medical personnel and their supporting staff for the 
period October 1,2002, through September 30,2003. We limited our audit to a review of 
$63,710,061 claimed for medical personnel and supporting staff employed directly by California. 

Federal regulations provide an enhanced rate of 75 percent for the compensation and training of 
skilled professional medical personnel and their supporting staff. Generally, for the enhanced 
rate to be available, skilled professional medical personnel must have completed a 2-year 
program leading to an academic degree or certificate in a medically related program and perform 
activities that require the use of their professional training and experience. 

Contrary to Federal regulations, Californiaclaimed Federal Medicaid funding at the enhanced 
rate for: 

overhead costs not eligible for the enhanced rate ($4,795,167 Federal share), 

salaries and other compensation for 43 supporting staff not directly supervised by 
skilled professional medical personnel ($352,532 Federal share), and 

salaries and other compensation for 13 positions not requiring medical expertise 
($147,674 Federal share). 
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As a result, California received Medicaid overpayments totaling $5,295,373.  These 
overpayments occurred because California’s controls did not ensure that only eligible costs of 
skilled professional medical personnel and their supporting staff were claimed at the enhanced 
rate.  
 
We recommended that California:  
 

• refund $5,295,373 for the Federal share of Medicaid overpayments for skilled 
professional medical personnel and their supporting staff;  

 
• strengthen controls to ensure that costs claimed at the enhanced rate for skilled 

professional medical personnel (1) do not include overhead costs, (2) include only 
supporting staff directly supervised by skilled professional medical personnel, and  
(3) are limited to positions that require medical expertise; and 

 
• identify and refund the Federal share of Medicaid overpayments for skilled 

professional medical personnel and their supporting staff improperly claimed after 
September 30, 2003. 

 
California provided extensive written comments on our draft report but did not comment on our 
recommended refund.  California stated that it charged overhead costs based on its understanding 
of Office of Management and Budget rules rather than CMS rules for the enhanced rate but that 
it made adjustments to properly charge the overhead costs in the year subsequent to our audit 
period.  In addition, California agreed that it improperly claimed salaries and other compensation 
for 43 supporting staff not directly supervised by skilled professional medical personnel and 
indicated that it was taking steps to correct the reporting relationships that resulted in the 
improper claims.  Also, California did not dispute that it improperly claimed 13 positions that 
did not require medical expertise.  Lastly, California indicated that the auditors failed to follow 
the CMS Title XIX Financial Management Review Guide, Skilled Professional Medical 
Personnel, and did not have sufficient time to perform a thorough audit.  We included the full 
text of California’s comments as an appendix to the report.   
 
Where appropriate, we made changes in the final report to reflect California’s comments.  We 
performed sufficient work to address our audit objective and make valid conclusions. 
 
If you have any questions or comments about this report, please do not hesitate to call me, or 
your staff may call George M. Reeb, Assistant Inspector General for the Centers for Medicare 
& Medicaid Audits, at (410) 786-7104 or Lori A. Ahlstrand, Regional Inspector General for 
Audit Services, Region IX, at (415) 437-8360.  Please refer to report number A-09-04-00049 in 
all correspondence. 
 
Attachment 
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Office of Audit Services 
50 United Nations Plaza, Room 17 

AUG 1 2  2005 
San Francisco, CA 94102 

Report Number: A-09-04-00049 

Ms. Sandra Shewry 
Director 
California Department of Health Services 
1501 Capitol Avenue, MS 0000 
Sacramento, California 95899-7413 

Dear Ms. Shewry: 

Enclosed are two copies of the Department of Health and Human Services (HHS), Office of 
Inspector General (OIG) final report entitled "Audit of California's Medicaid Payments for 
State-Employed Skilled Professional Medical Personnel for the Period October 1,2002, 
through September 30,2003." A copy of this report will be forwarded to the HHS action 
official noted below for review and any action deemed necessary. 

The HHS action official will make final determination as to actions taken on all matters 
reported. We request that you respond to the HHS action official within 30 days fiom the 
date of this letter. Your response should present any comments or additional information that 
you believe may have a bearing on the final determination. 

In accordance with the principles of the Freedom of Information Act (5 U.S.C. $ 552, as 
amended by Public Law 104-231), OIG reports issued to the Department's grantees and 
contractors are made available to members of the press and general public to the extent 
the information is not subject to exemptions in the Act that the Department chooses to 
exercise (see 45 CFR part 5). 

Please refer to report number A-09-04-00049 in all correspondence. 

Lori A. Ahlstrand 
Regional Inspector General 

for Audit Services 

Enclosures 
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Direct Reply to HHS Action Official: 
 
Mr. Jeff Flick 
Regional Administrator           
Centers for Medicare & Medicaid Services, Region IX  
Department of Health and Human Services 
75 Hawthorne Street, Fourth Floor 
San Francisco, California  94105-3901 
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The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452, as 
amended, is to protect the integrity of the Department of Health and Human Services (HHS) 
programs, as well as the health and welfare of beneficiaries served by those programs.  This 
statutory mission is carried out through a nationwide network of audits, investigations, and 
inspections conducted by the following operating components: 
 
Office of Audit Services 

 
OIG’s Office of Audit Services (OAS) provides all auditing services for HHS, either by 
conducting audits with its own audit resources or by overseeing audit work done by others.  
Audits examine the performance of HHS programs and/or its grantees and contractors in 
carrying out their respective responsibilities and are intended to provide independent 
assessments of HHS programs and operations in order to reduce waste, abuse, and 
mismanagement and to promote economy and efficiency throughout HHS. 

 
Office of Evaluation and Inspections 

 
OIG’s Office of Evaluation and Inspections (OEI) conducts short-term management and 
program evaluations (called inspections) that focus on issues of concern to HHS, Congress, 
and the public.  The findings and recommendations contained in the inspections reports 
generate rapid, accurate, and up-to-date information on the efficiency, vulnerability, and 
effectiveness of departmental programs.  OEI also oversees State Medicaid fraud control units, 
which investigate and prosecute fraud and patient abuse in the Medicaid program. 

 
Office of Investigations 

 
OIG’s Office of Investigations (OI) conducts criminal, civil, and administrative investigations 
of allegations of wrongdoing in HHS programs or to HHS beneficiaries and of unjust 
enrichment by providers.  The investigative efforts of OI lead to criminal convictions, 
administrative sanctions, or civil monetary penalties.  

 
Office of Counsel to the Inspector General 

 
The Office of Counsel to the Inspector General (OCIG) provides general legal services to 
OIG, rendering advice and opinions on HHS programs and operations and providing all 
legal support in OIG’s internal operations.  OCIG imposes program exclusions and civil 
monetary penalties on health care providers and litigates those actions within HHS.  OCIG 
also represents OIG in the global settlement of cases arising under the Civil False Claims 
Act, develops and monitors corporate integrity agreements, develops compliance program 
guidances, renders advisory opinions on OIG sanctions to the health care community, and 
issues fraud alerts and other industry guidance. 

   



Notices 

THIS REPORT IS AVAILABLE TO THE PUBLIC 
at http://oig. hhs.gov 

In accordance with the principles of the Freedom of Information Act (5 U.S.C. 552, 
as amended by Public Law 104-231), Office of Inspector General, Office of Audit 
Services reports are made available to members of the public to the extent the 
information is not subject to exemptions in the act. (See 45 CFR part 5.) 

OAS FINDINGS AND OPINIONS 

The designation of financial or management practices as questionable or a 
recommendation for the disallowance of costs incurred or claimed, as well as other 
conclusions and recommendations in this report, represent the findings and opinions 
of the HHSIOIGIOAS. Authorized officials of the HHS divisions will make final 
determination on these matters. 



         

EXECUTIVE SUMMARY 
 

BACKGROUND 
 
Title XIX of the Social Security Act authorizes the Federal Government to reimburse States for 
costs necessary to administer their Medicaid State plans.  In general, the Federal Government 
reimburses, or matches, Medicaid administrative costs at a rate of 50 percent.  
 
Federal regulations provide an enhanced Medicaid matching rate of 75 percent (the enhanced 
rate) for the compensation and training of skilled professional medical personnel and their 
supporting staff.  Generally, for the enhanced rate to be available, skilled professional medical 
personnel must have completed a 2-year program leading to an academic degree or certificate in 
a medically related program and perform activities that require the use of their professional 
training and experience.  
 
OBJECTIVE  
 
Our objective was to determine whether the California Department of Health Services 
(California) properly claimed Federal Medicaid funding at the enhanced rate for skilled 
professional medical personnel and their supporting staff for the period October 1, 2002, through 
September 30, 2003.  We limited our audit to a review of $63,710,061 claimed for medical 
personnel and supporting staff employed directly by California.    
 
SUMMARY OF FINDINGS 
 
Contrary to Federal regulations, California claimed Federal Medicaid funding at the enhanced 
rate for:  
 

• overhead costs not eligible for the enhanced rate ($4,795,167 Federal share),  
  

• salaries and other compensation for 43 supporting staff not directly supervised by 
skilled professional medical personnel ($352,532 Federal share), and 

 
• salaries and other compensation for 13 positions not requiring medical expertise 

($147,674 Federal share).1 
 
As a result, California received Medicaid overpayments totaling $5,295,373.  These 
overpayments occurred because California’s controls did not ensure that only eligible costs of 
skilled professional medical personnel and their supporting staff were claimed at the enhanced 
rate.  

                                                 
1In our draft report, we identified 152 positions that did not require medical expertise ($1,986,873 Federal share).  
We adjusted this finding based on additional documentation provided by California.  
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RECOMMENDATIONS 
 
We recommend that California:  
 

• refund $5,295,373 for the Federal share of Medicaid overpayments for skilled 
professional medical personnel and their supporting staff;  

 
• strengthen controls to ensure that costs claimed at the enhanced rate for skilled 

professional medical personnel (1) do not include overhead costs, (2) include only 
supporting staff directly supervised by skilled professional medical personnel, and 
(3) are limited to positions that require medical expertise; and 

 
• identify and refund the Federal share of Medicaid overpayments for skilled 

professional medical personnel and their supporting staff improperly claimed after 
September 30, 2003. 

 
CALIFORNIA’S COMMENTS 
 
California provided extensive written comments on our draft report but did not comment on our 
recommended refund.  California stated that it charged overhead costs based on its understanding 
of Office of Management and Budget rules rather than Centers for Medicare & Medicaid 
Services (CMS) rules for the enhanced rate but that it made adjustments to properly charge the 
overhead costs in the year subsequent to our audit period.  In addition, California agreed that it 
improperly claimed salaries and other compensation for 43 supporting staff not directly 
supervised by skilled professional medical personnel and indicated that it was taking steps to 
correct the reporting relationships that resulted in the improper claims.  Also, California did not 
dispute that it improperly claimed 13 positions that did not require medical expertise.  Lastly, 
California indicated that the auditors failed to follow the CMS Title XIX Financial Management 
Review Guide, Skilled Professional Medical Personnel, and did not have sufficient time to 
perform a thorough audit.  We included the full text of California’s comments as an appendix to 
this report.   
 
OFFICE OF INSPECTOR GENERAL’S RESPONSE 
 
Where appropriate, we made changes in the final report to reflect California’s comments.  We 
performed sufficient work to address our audit objective and make valid conclusions. 
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INTRODUCTION 
 
BACKGROUND  
 
Title XIX of the Social Security Act authorizes the Federal Government to reimburse States for 
costs necessary to administer their Medicaid State plans.  In general, the Federal Government 
reimburses, or matches, Medicaid administrative costs at a rate of 50 percent.  
 
Federal regulations provide an enhanced Medicaid matching rate of 75 percent (the enhanced 
rate) for the compensation and training of skilled professional medical personnel and their 
supporting staff.  Generally, for the enhanced rate to be available, skilled professional medical 
personnel must have completed a 2-year program leading to an academic degree or certificate in 
a medically related program and perform activities that require the use of their professional 
training and experience.   
  
OBJECTIVE, SCOPE, AND METHODOLOGY 
 
Objective 
 
Our objective was to determine whether the California Department of Health Services 
(California) properly claimed Federal Medicaid funding at the enhanced rate for skilled 
professional medical personnel and their supporting staff for the period October 1, 2002, through 
September 30, 2003.  
 
Scope 
 
We reviewed California’s claim for $63,710,061 for medical personnel and supporting staff 
employed directly by the State for the period October 1, 2002, through September 30, 2003 (line 
3 of the CMS-64.10 form).  We did not review $59,787,338 of State adjustments and county 
expenditures for skilled professional medical personnel and their supporting staff (lines 7, 8, and 
10 of the CMS-64.10 form).     
 
We limited our review to determining whether California’s claims for skilled professional 
medical personnel and their supporting staff were eligible for the enhanced rate of 75 percent.  
We did not determine the Medicaid allowability of the portion claimed at the 50-percent rate.  
The costs questioned in this report represent the difference between the 50-percent and  
75-percent rates.   
 
We did not perform a detailed review of California’s internal controls.  We limited our review of 
internal controls to obtaining an understanding of California’s policies and procedures used to 
claim skilled professional medical personnel costs.  
 
We conducted fieldwork from April through September 2004 at the California Medicaid office in 
Sacramento, CA.  
 

   



 
 

Methodology 
 
To accomplish our objective, we:  
 

• reviewed applicable Federal law and regulations and Centers for Medicare                
& Medicaid Services (CMS) guidance; 

 
• reviewed California’s procedures for claiming costs of skilled professional medical 

personnel and their supporting staff; 
 

• obtained supporting documentation from California pertaining to the relevant paid 
claims; and 

 
• interviewed California departmental personnel and reviewed departmental 

documentation regarding job qualifications, classifications, and duties for individuals 
claimed as skilled professional medical personnel. 

 
We performed the audit in accordance with generally accepted government auditing standards.  
 

FINDINGS AND RECOMMENDATIONS 
 
Contrary to Federal regulations, California claimed Federal Medicaid funding at the enhanced 
rate for:  
 

• overhead costs not eligible for the enhanced rate ($4,795,167 Federal share),  
  

• salaries and other compensation for 43 supporting staff not directly supervised by 
skilled professional medical personnel ($352,532 Federal share), and 

 
• salaries and other compensation for 13 positions not requiring medical expertise 

($147,674 Federal share).1 
 
As a result, California received Medicaid overpayments totaling $5,295,373.  These 
overpayments occurred because California’s controls did not ensure that only eligible costs of 
skilled professional medical personnel and their supporting staff were claimed at the enhanced 
rate.  
 
FEDERAL REQUIREMENTS FOR SKILLED  
PROFESSIONAL MEDICAL PERSONNEL  
 
Section 1903(a)(2) of the Social Security Act provides that States are entitled to an amount equal 
to 75 percent of sums expended for compensation or training of skilled professional medical 
personnel and staff supporting such personnel.  
 
 
                                                 
1In our draft report, we identified 152 positions that did not require medical expertise ($1,986,873 Federal share).  
We adjusted this finding based on additional documentation provided by California. 
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Skilled professional medical personnel are defined in 42 CFR § 432.2 as:  
 
. . . physicians, dentists, nurses, and other specialized personnel who have 
professional education and training in the field of medical care or appropriate 
medical practice and who are in an employer-employee relationship with the 
Medicaid agency.  It does not include other nonmedical health professionals such 
as public administrators, medical analysts, lobbyists, senior managers or 
administrators of public assistance programs or the Medicaid program.  

 
Federal regulations (42 CFR § 432.50(a)) state that Federal matching funds are available “for 
salary or other compensation, fringe benefits, travel, per diem, and training, at rates determined 
on the basis of the individual’s position . . . .”  
 
In addition, 42 CFR § 432.50(d) states that the enhanced matching rate of 75 percent is available 
for skilled professional medical personnel and directly supporting staff if the following criteria 
are met:  
 

(i) The expenditures are for activities that are directly related to the 
administration of the Medicaid program, and as such do not include 
expenditures for medical assistance; 

 
(ii) The skilled professional medical personnel have professional education 

and training in the field of medical care or appropriate medical practice.  
“Professional education and training” means the completion of a 2-year or 
longer program leading to an academic degree or certificate in a medically 
related profession.  This is demonstrated by possession of a medical 
license, certificate, or other document issued by a recognized National or 
State medical licensure or certifying organization or a degree in a medical 
field issued by a college or university certified by a professional medical 
organization . . . . 

 
(iii) The skilled professional medical personnel are in positions that have 

duties and responsibilities that require those professional medical 
knowledge and skills; 

 
(iv) A State-documented employer-employee relationship exists between the 

Medicaid agency and the skilled professional medical personnel and 
directly supporting staff; and  

 
(v) The directly supporting staff are secretarial, stenographic, and copying 

personnel and file and records clerks who provide clerical services that are 
directly necessary for the completion of the professional medical 
responsibilities and functions of the skilled professional medical staff.  
The skilled professional medical staff must directly supervise the 
supporting staff and the performance of the supporting staff’s work.  
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COSTS IMPROPERLY CLAIMED AT THE ENHANCED RATE  
 
California improperly claimed Federal Medicaid funding at the enhanced rate for (1) overhead 
costs not eligible for the enhanced rate, (2) salaries for supporting staff not directly supervised by 
skilled professional medical personnel, and (3) salaries for positions not requiring medical 
expertise.  
 
Overhead Costs Not Eligible for the Enhanced Rate  
 
California improperly claimed overhead costs at the enhanced rate for skilled professional 
medical personnel.  These overhead costs included legal fees, data processing, and office 
supplies.  Federal regulations limit Medicaid funding at the enhanced rate to salary or other 
compensation, fringe benefits, travel, per diem, or training expenses for skilled professional 
medical personnel.  As a result of improperly claiming these overhead costs, California received 
a Federal overpayment of $4,795,167.   
 
Salaries for Supporting Staff Not Directly Supervised  
by Skilled Professional Medical Personnel 
 
California improperly claimed salaries for 43 supporting staff who were not under the direct 
supervision of skilled professional medical personnel.  These employees were directly supervised 
by nonskilled professional personnel.  Federal regulations require that the skilled professional 
medical personnel directly supervise the supporting staff and the performance of the supporting 
staff’s work.  As a result of improperly claiming the salaries of these 43 employees, California 
received a Federal overpayment of $352,532. 
 
Salaries for Positions Not Requiring Medical Expertise  
 
California improperly claimed salaries for 13 employees whose positions did not require 
professional medical knowledge and skills.  These employees’ duties and responsibilities 
included maintaining computers, analyzing audit findings, and supervising personnel.  Federal 
regulations require that skilled professional medical personnel be in positions that have duties 
and responsibilities that require those professional medical knowledge and skills.  As a result of 
improperly claiming the salaries of these 13 employees, California received a Federal 
overpayment of $147,674. 
 
INADEQUATE CONTROLS  
 
In total, California received Federal Medicaid overpayments of $5,295,373 for the period 
October 1, 2002, through September 30, 2003.  These overpayments occurred because 
California’s controls did not ensure that only eligible costs of skilled professional medical 
personnel and their supporting staff were claimed at the enhanced rate.  
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RECOMMENDATIONS 
 
We recommend that California:  
 

• refund $5,295,373 for the Federal share of Medicaid overpayments for skilled 
professional medical personnel and their supporting staff;  

 
• strengthen controls to ensure that costs claimed at the enhanced rate for skilled 

professional medical personnel (1) do not include overhead costs, (2) include only 
supporting staff directly supervised by skilled professional medical personnel, and 
(3) are limited to positions that require medical expertise; and 

 
• identify and refund the Federal share of Medicaid overpayments for skilled 

professional medical personnel and their supporting staff improperly claimed after 
September 30, 2003. 

 
CALIFORNIA’S COMMENTS 
 
California provided extensive written comments on our draft report but did not comment on our 
recommended refund.  We included the full text of California’s comments as an appendix and 
summarized them below.   
 
Overhead Costs Not Eligible  
 
California stated that it charged overhead costs based on its understanding of Office of 
Management and Budget rules allowing overhead to be charged at the same rate as the related 
direct costs.  It stated that these rules were inconsistent with CMS rules for the enhanced rate.  
However, California also stated that it made adjustments to properly charge and report the 
overhead costs.  These adjustments totaled $5,388,272 for the period October 1, 2003, through 
September 30, 2004, which is the year subsequent to our audit period.  
 
Salaries for Supporting Staff Not Directly Supervised 
 
California agreed that it improperly claimed Federal Medicaid funding at the enhanced rate for 
salaries and other compensation for 43 supporting staff not directly supervised by skilled 
professional medical personnel.  California also stated that it was taking immediate steps to 
correct the reporting relationships that resulted in the improper claims.  
 
Salaries for Positions Not Requiring Medical Expertise 
 
California did not dispute that it improperly claimed Federal Medicaid funding at the enhanced 
rate for 13 positions that did not require medical expertise.  
 
Other Comments 
 
California indicated the auditors failed to follow the CMS Title XIX Financial Management 
Review Guide, Skilled Professional Medical Personnel, and did not have sufficient time to 
perform a thorough audit. 
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OFFICE OF INSPECTOR GENERAL’S RESPONSE 
 
Where appropriate, we made changes in the final report to reflect California’s comments.  We 
performed sufficient work to address our audit objective and make valid conclusions. 
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